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Key Economic Indicators 
In millions of U.S. dollars unless noted 


1984 1985 1986 end-1986 


6/30 
Domestic Economy 
Population (millions) ‘ ‘ 9.5 


9 

Population growth (%) ‘ 3 2.8 2 
3 

] 


6 
8 
* 


GDP in current dollars NA 13,343 
Per capita GDP current dollars NA , 388 
GDP in millions of 

sucres (1975=100) NA 164,407 
% change ‘ NA 1 
Consumer Price Index % change . : 13 25 


Production and Employment 

Labor force (1,000s) 3,000 3,136 3,182 
Unemployment (avg % for year) 8.5 : NA 12 
Industrial Production 28 ,646 NA NA 
(millions of sucres base 

1975= 100)%change -1.8 : NA NA 
Govt.oper. surplus or 

deficit(millions of sucres) -6,785 NA -32 ,692 
as of % of GDP -.8 NA - 


Balance of Payments 

Exports (FOB) 2,620. \ 2,030 
Imports (FOB) 1, a0. 1,543. 1,600 
Trade Balance 1,224. 1g. 430 
Current-account balance -248 -85 -745 
Foreign Direct Investment(new) 50 60 75 
Foreign Debt (year end) 6,949. 7,439. 8,300 
Debt-service paid 1,030 994 1,097 
Debt-service owed 

(rescheduled plus capitalized) 1,206. 1,163.8 NA 
Debt-service ratio payments as 

% of merchandise exports 39. 34.2 

Foreign Exchange Reserves 

(year end) ; 195.8 

Average exchange rate(1) 

for year(S/ equals U.S.$1) 79. 96.5 NA 


Foreign Investment 
Total (cumulative) Approximately $1 Billion of which 


U.S. (cumulative) the U.S. accounts for $600 million 
Share (%) (60%). 





U.S.-Ecuador Trade (2) 

U.S. Exports to Ecuador(F.A.S.) 653.4 589. N/A 

U.S. imports from Ecuador(C.I.F.) 1803.5 1975. 818 N/A 
Trade Balance -1150.1 -1386. N/A 

U.S. Share of Ecuador's 

Exports (%) 68.8 68. 74.1 N/A 

U.S. share of Ecuador's 

imports (%) 46.8 38. 40.9 N/A 

U.S. bilateral aid 29.4 39. NA 49 - 52.5 


Economic(3) 22.4 32.4 NA 44. 
Military 7 6.7 NA 4. 


5 
5 - 8 


Principal U.S. exports(1985): Wheat, machinery and transport equipment; 
chemicals and related products 


Principal U.S. imports(1985): Crude oi]; bananas; shrimp; coffee; cocoa 


Source: Central Bank of Ecuador. NA: not available. 


Footnotes: (1) In 1984 the average weighted official exchange rate ($1 
equals S/79.28). In 1985, the Central Bank intervention exchange rate ($1 
equals S/96.5). In 1986, the average exchange rate (estimated) $1 equals 
§$/122.5. (2) Source: U.S. Department of Commerce and the Central Bank of 
Ecuador. (3) Development Assistance plus ESF (Economic Support Funds). 





SUMMARY 


The dominant factor in the Ecuadorean economy this year has been the impact of 
falling oil prices. During the first seven months of the year, Ecuador 
received an average of $13.08 per barrel (bbl) for its export crude, a price 
$12.76/bb] below 1985's average level. Falling oi] prices cost Ecuador $570 
million in lost export earnings during the first seven months of the year and 
that loss could reach $1 billion by the end of the year. The earnings 
shortfall triggered a genuine crisis because of Ecuador's heavy dependence on 
oil exports (in 1985 oi] accounted for 14.2 percent of GDP, 62.8 percent of 
merchandise exports, and over 60 percent of central government budget 
revenue). The following statistics summarize the nature of the crisis. Real 
GDP growth probably will not exceed 1 percent in 1986. At that level, real 
per-capita GDP growth will be -1.8 percent. The consolidated public sector 
deficit probably will reach 3.5 percent of GDP. Unemployment, which was 10.5 
percent of the economically active population before the crisis, is almost 
certain to increase significantly. 


On August 11, 1986, the government announced a wide-ranging package of 
measures designed to confront the crisis. All foreign transactions were 
shifted to the free-foreign exchange market, effectively floating the sucre. 
Interest rates banks pay savers, and which they charge borrowers, were 
floated. On September 2, the government announced that tariffs on 153 items 
would soon be reduced to between 10-70 percent, thereby lowering the degree of 
protection afforded local industry. 


The government expects the floating sucre to reduce contraband exports, 
provide an incentive for increased non-oil] exports and ration imports by 
increasing their cost, thereby helping the balance of payments. Floating 
interest rates should improve the mobilization of domestic capital and stem 
capital flight, thereby contributing to growth and employment. Lowering 
tariffs should reduce the cost of imported raw materials and semi-finished 
goods, upon which local industry is dependent. Thus, while the floating 
exchange rate and reduced protection may hurt some industries, industry in 
general should benefit from lower import costs. The government hopes that 
benefit will at least counterbalance, and perhaps exceed, the negative 
political impact of its exchange rate and tariff policy changes. 


A. Current Economic Situation and Trends 


Economic Growth 


Recently-revised Central Bank statistics indicate that real GDP grew 3.8 
percent in 1985. That growth rate, while not as high as 1984 (4 percent), was 
sufficient to permit real per-capita GDP growth of 1 percent. The following 
table presents the sectoral GDP breakdown and growth rates for 1985. 





Sector 
of GDP Growth (Pct) 


Agriculture 13.9 4.8 
Petroleum/Mining 14.9 

Manufacturing 17.3 

Construction 

Services 46. 

Other ; 23. 
Total GDP 100. 


Prior to the dramatic 1986 decline in the price of oil, the government 
predicted real GDP growth of 2.7 percent this year. The government now 
predicts 2 percent growth. The Embassy projects 1 percent growth because the 
price of oil has not rebounded as far or as fast as the government expected 
when it issued its projection. 


Petroleum 


During the first seven months of 1986, Ecuador produced an average of 301,217 
barrels of oil] per day (BPD) and exported an average of 210,608 BPD. Those 
figures represent significant increases (10.2 percent and 15.5 percent, 


respectively) over amounts produced and exported during the same period in 
1985. 


Oil production may not continue to grow. In mid-July, the government cut oil 
production 15,000 BPD in advance of OPEC's Geneva meeting. Following the 
meeting, the government cut production a further 2,300 BPD in accordance with 
Ecuador's pledge to participate in the cartel's attempt to increase prices. 
Another relatively small production cut could be made if the government is 
convinced that the rest of OPEC is doing its share. 


It is unclear whether production cuts have resulted (or will result) in 
reductions in export volume. During July and August, exports averaged 198,724 
BPD, 11,883 BPD below the average for the first seven months of the year. 
However, that reduction may not be linked to Ecuador's OPEC-inspired 
production cut. Instead, it could have been caused by Ecuador's inability to 
find a new customer for 12,000 BPD which Jamaica Overseas used to buy under 
the long-term contract it cancelled late in May. In addition, further cuts in 
production may not result in reductions in export volume because the 
government can offset the cuts by exporting from stocks or reducing domestic 
consumption. On balance, therefore, the Embassy expects Ecuador to continue 
maximizing export volume. 


Fiscal Policy 


In .1985, the Febres Cordero administration achieved a central government 
budget surplus for the first time since 1973. The surplus totaled sucres 
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10.7 billion (US$111 million), which equaled 0.9 percent of GDP. The 
consolidated public sector (which includes the central government and the 
parastatals) ran a surplus of sucres 16.7 billion (US$173 million), a figure 
equivalent to 1.5 percent of GDP. 


The 1986 central government budget was adopted in November, 1985. It called 
for expenditures of sucres 213.3 billion, an increase of 17.4 percent from 
1985's level. Current budgetary revenue was projected to reach sucres 199.2 
billion, up 16.6 percent from 1985. The projected deficit (sucres 14.1 
billion) was to be financed through domestic borrowing. 


The dramatic decline in oil prices which began in December, 1985 has thrown 
the central government budget into disarray. The finance ministry estimates 
that a US$1 drop in the price of oil reduces current budgetary revenue by 5 
billion sucres on an annual basis. Given the US $12.76 fall in the average 
price of oil during the first seven months of the year, the government already 
has lost sucres 37 billion in current budgetary revenue. If the price of. oil 
averages $11.90/bb] for the year (as the government projects), the revenue 
shortfall would total 70 billion sucres -- 35 percent of total 
originally-planned revenues. In the absence of compensatory actions, that 
shortfall would cause the central government budget deficit to grow to 84 
billion sucres ($685 million) -- a figure equal to 5.1 percent of estimated 
1986 GDP. 


Some compensatory actions already have been taken, however. In February, 
President Febres Cordero announced a 5 percent across-the-board expenditure 
cut which would reduce the projected budget deficit by 10.7 billion sucres. 
In March, the government announced a package of revenue enhancement measures. 
First, it re-opened the Ecuadorean market to new car imports. This measure 
was designed to raise 14 billion sucres in tariff and fee revenue. Next, it 
established an exchange-risk fee. The fee, imposed between March and August 
1986, raised approximately 6 billion sucres. Improved tax and fee collection 
efforts were announced which were designed to raise an additional 8 billion 
sucres. In addition, increased non-oil exports (especially of coffee) and 
issuance Of government bonds are expected to add approximately 15 billion 
sucres. The August 11 measures (especially floating the sucre) may help 
reduce the remaining (30.3 billion sucres) deficit by giving impetus to 
non-oil exports and rationing imports according to economic criteria. 
However, they probably will not be sufficient to close totally the remaining 
deficit. 


The Embassy expects that a small central government deficit will remain which, 
combined with the deficit of the parastatals, will result in a consolidated 
public-sector deficit equal to approximately 3 - 3.5 percent of GDP. 


Monetary and Credit Policy 


The government's monetary and credit policies are key parts of its adjustment 
program, designed to reduce inflation and ease speculative pressure on the 
exchange rate. 
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Ecuador has pursued an extremely tight monetary policy thus far in 1986. 
According to Central Bank data, nominal Ml growth was virtually flat during 
the first 7 months of the year. In real terms, therefore, Ml fell 13 percent 
(the rise in the consumer price index) during the period. 


Credit policy, while tight, was not as contractionary as monetary policy. The 
Central Bank's normal credit operation grew only 11.4 billion sucres (13.2 
percent) in nominal terms during the first seven months of the year -- 
virtually matching inflation. Cutting rediscounting facilities was the 
vehicle used to restrain the growth of credit. 


The August 11 measures further tightened monetary and credit policy. Banks 
now must reserve against deposits held in the form of polizas de acumulacion 
(negotiated-rate CDs). In addition, banks' access to Central Bank 
rediscounting facilities is restricted even more severely. Normal credit 
operations, therefore, should decline in the coming months. Finally, the 
government floated interest rates on passbook savings accounts, CDs, and 
general bank lending. Floating rates, which are expected to exceed the old 
legal limits, should increase savings and may reduce loan demand. 


Inflation 


The urban consumer price index increased 13 percent during the first seven 
months of the year. It increased 18.2 percent during the same period in 
1985. The Embassy expects inflation to continue to moderate for the rest of 
the year. The appreciation of the sucre which followed the August 11 
measures, combined with the tariff reductions announced subsequently, make 
imports less expensive. In addition, increasingly-tight monetary and credit 
policies will dampen aggregate demand. Inflation may increase early in 1987, 
however, as the impact of floating interest rates, the longer-term 


depreciation of the sucre, and expected wage increases work through the 
economy. 


Balance of Payments 


There are as many balance of payments estimates as there are assumptions 
regarding the price of oil. The estimate below is based on Central Bank and 
creditor bank projections which used an average price of $11.20/bb] and on 
export volume of 72 million barrels in their calculations. 


The following table summarizes Ecuador's projected 1986 balance of payments 
performance. (figures in million of US dollars) 





Current Account 


Merchandise exports (FOB) 
Crude oil & products 
Other 

Merchandise imports 
Interest payments 

Other services (net) 
Transfers 


Capital Account 


Private Direct 
Investment 

Loans to Private 
Sector 

Official 
disbursements 
Official 
amortization 


Overall balance 


Change in Foreign Exchange reserves 
(- equals increase) 


Financing gap 


Sources of gap financing: 
Oil Facility 
IBRD/private bank 
co-financing: 125 


The above estimate for the current account deficit probably is a worst-case 
projection. The average export price of oriente crude likely will exceed 
$11.20/bb1, given that the average price for the first seven months was 
$13.08/bb1. In addition, export volume probably will exceed 72 million 
barrels (197,260 BPD, a level 13,348 BPD below the average for the first seven 
months). Finally, non-oil exports could well exceed their projected level 
because the August 1] measures removed the incentive for exporters to engage 
in unreported (contraband) transactions. 


Even if the current account deficit is smaller than projected, however, large 
capital inflows will be needed to minimize the overall balance of payments 
deficit and financing gap. Some of those inflows already have occurred in the 
form of accelerated official disbursements under IBRD Sectoral Adjustment 
Loans (SALs). (Unfortunately, Ecuador seems unable to meet the conditions 
necessary to ensure prompt disbursement of all funds available to it under the 
SALs.) Other inflows are on route from the IMF in the forms of a Stand-by 
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Agreement with about $63 million as well as a Compensatory Financing Facility 
drawing for about $33 million. The arrival of one of the gap-filling inflows 
is imminent: the commercial-bank oi] facility now is completely subscribed, 
and disbursement should begin in October. The $125 million IBRD/private bank 
co-financing package, however, still is in the discussion stage. 


Given the uncertainties regarding capital inflows discussed above, the Embassy 
considers it likely that the overall balance of payments deficit will reach 
the projected $375 million. In addition, Ecuador may face problems in filling 
the balance of payments financing gap if the IBRD/private bank co-financing 
program is further delayed. 


Foreign Exchange and Exchange Rate Developments 


Net foreign exchange reserves fell $44.6 million during the first seven months 
of 1986 to reach $151.2 million. Net reserves were sufficient to cover only 
one month's imports. Reserve liquidity became a severe problem because $125 
million of net reserves are held in the form of monetary gold. 


The exchange rate has been volatile thus far in 1986. The dollar appreciated 
by 37 percent in the free foreign exchange market between January and July, 
reaching a high of 172 sucres per dollar. After the August 11 flotation and 
return to a free market for all transactions, however, the dollar began 
depreciating against the sucre. As of early October, the exchange rate is 142 
sucres per dollar. The dollar's decline against the sucre occurred for a 
variety of reasons: (1) tight monetary and credit policies reduced sucre 
liquidity, forcing businessmen to convert dollar holdings to sucres to meet 
current expenses; (2) requiring banks to reserve against polizas de 
acumulacion (and cutting rediscount lines) forced them to do the same; (3) the 
Central Bank has sold its dollar inflows rapidly; and 4) demand for imports 
was relatively weak. In addition, broadening and deepening the free 
foreign-exchange market by transfering to it all current private-sector 
transactions reduced the ability of speculators to move the market. 


Debt 


Revised Central Bank figures indicate that, in 1985, Ecuador's external debt 

grew 7 percent to reach $7,439 million. If Ecuador receives the oi] facility 
and other financing inflows it anticipates in 1986, total external debt will 

rise 11.6 percent to approximately $8,300 million. 


The debt service ratio (assuming debt service payments and export earnings 
detailed in the balance of payments table on p.7) will grow to 54.4 percent of 
merchandise exports in 1986. 


Foreign Investment 


Definitive figures on the level of foreign investment in Ecuador are difficult 
to establish. There are four official sources of foreign investment 
statistics: the Central Bank; the Ministry of Industry, Commerce, Integration 
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and Fishing (MICIP); the Superintendent of Banks; and the Superintendent of 
Companies. The Central Bank's balance of payments statistics indicate that 
foreign investment totaled $60 million in 1985. MICIP reports $77.3 million. 
The Superintendent of Banks data shows a total of $46.7 million. Finally, the 
Superintendent of Companies says $54.7 million was invested in 1985. 


There is agreement, however, on the sources and destinations of foreign 
investment. The United States is the largest single source of foreign 
investment, accounting for 32.4 percent of the total in 1985. The 

manufactur ing/petrol eum sector receives the apoyt foreign investment -- 39.7 
percent of the total in 1985. . 

The Febres Cordero administration has continued to liberalize the government's 
treatment of foreign investment. In April, Decree 1799a virtually eliminated 
requirements to transfer majority ownership of foreign investments to Andean 
nationals over time. The requirement still applies only to companies which 
wish to obtain the advantages derived from the trade liberalization program 
and the common external tariff of the Andean Pact. Companies which do not 
wish to take advantage of these provisions but have already signed 
transformation agreements may ask MICIP to cancel them. 


Tariffs 


On September 2, the inter-governmental tariff committee announced plans to 
reduce tariffs and eliminate import authorization requirements on 153 items. 
Tariffs are being reduced from a range of 20 to 160 percent to a range of 10 
to 70 percent. A wide range of goods, including foods, raw materials, 
industrial capital goods, liquor, and consumer electronics are affected. The 


tariff reductions will go into effect when the appropriate decree is signed by 
President Febres Cordero. 


Implications for U.S. Business 


Ecuador's adjustment to the current financial crisis will reduce the growth of 
imports. In 1985, imports grew by 10.5 percent; 1986 import growth is 
projected to reach only 3.6 percent. Given that reduction, U.S. businesses 
active in the Ecuador trade could experience lower-than-expected demand for 
their products. In addition, increasing foreign competition in this market 


especially as regards major development projects, could cause a reduction in 
our import share. 


The August 11 measures are designed to force importers to rely on private 
sector exporters for their supply of foreign exchange. If non-oil exports 
perform as expected, supply should be sufficient to cover projected imports. 
However, if the public sector experiences a foreign exchange deficit (because, 
for example, debt service payments exceed oi] revenues) the government -- 
despite its announced intention not to do so -- could become a consumer of 
privately-generated foreign exchange. That would make private sector imports 


more expensive by bidding up the exchange rate and may further restrict the 
volume of imports. 
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The August 11 measures also should remove the incentive for over and 
under-invoicing of trade documentation. Since those problems provided the 
rationale for the government to contract with the Swiss trade monitoring firm 
SGS, the time appears right for either termination or significant amendment of 
that contract. The latter -- in the form of exempting private trade 
transactions from SGS inspection controls -- appears likely. 


Ecuador's courageous opening to foreign investment and free markets provides 
U.S. business with myriad opportunities. Agro-industry (especially shrimp), 
mining, and the petroleum sector should be among the first to benefit from 
increased foreign investment and from the realistic exchange rate policy. 


U.S. exporters should be alert to an expanding market for imported inputs in 
those areas. 
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Which of the following 
is the correct 

US. total trade deficit 
figure for 1984? 


$123.3 $107.9 $108.3 $101.5 all of 
billion billion billion billion C] them 


The answer is all of them. Find out why in Understanding 
United States Foreign Trade Data. 


This 190-page book is the newest aid published by the U.S. 
Department of Commerce to explain the different foreign trade 
classification and valuation systems and other factors that 
complicate the understanding of U.S. foreign trade data. Divided 
into two parts, Understanding United States Foreign Trade 
Data is an invaluable resource for both occasional data users 
and trade specialists who utilize detailed U.S. foreign trade 
data in their day-to-day work. Part | provides an overview of 
U.S. foreign trade data and their uses. Part Il describes various 
data series in detail, explains how to avoid problems when 
using the data, and provides guidance for performing analyses. 
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